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To the Shareholders: 


The continuing loss position of our 
Company through 1978 brought about a 
management reorganization. In August, R.F. 
Curley, a Senior Vice-President of Sherwin- 
Williams Ohio, was assigned the responsibi- 
lity of returning the Company to profitability 
through personal direction of the operation. 
Subsequent to this, Mr. J.K. Brown was 
appointed Director of Sales, Mr. D.M. 
Williams, Director of Marketing Services, 
Mr. J.E. Huggett, Regional Vice-President 
Sales Ontario/West and Mr. R.G. Prenovost, 
Regional Vice-President Sales Quebec/ East. 


These moves were made to strengthen 
our analytical and planning capabilities in 
the marketing area and our selling activities 
in the field. 


Prior changes in merchandising and 
pricing practices had not proved success- 
ful and had contributed to severe inventory 
and customer service problems. 


The correction of these problems was 
essential to the return to profitability of the 
Company. The decision was to act quickly, 
for while the cost of correction would be 
high it would be no less high if extended 
over time and such a delay was unaccept- 
able. 


These unusual costs of $1.7 million 
contributed to the increased loss in 1978 of 
$5 million. 


These activities included a major reduc- 
tion in personnel. A Zero Base Review of all 
activities of the Company. An identification 
and withdrawal from certain unprofitable 
product areas. A major realignment of our 
merchandise lines and a rapid reduction of 
inventory to pre 1976 dollar levels, despite 
inflated values. These have been accom- 
plished. 


The Company is now in position to better 
serve the markets of its choice with more 
economical production, more efficient distri- 
bution, more aggressive advertising and 
selling and more effective use of capital. 


These changes could not have been 
made in this short time without the dedica- 
tion atid involvement of all our people and 
we congratulate and thank them for their 
understanding and support. 


The concern of shareholders and_ all 
Company personnel, for the poor per- 
formance and the very high cost of cor- 
rection, cannot be overstated. However, if 
the unusual costs related to the corrective 
activity were set aside, the Company opera- 
tions would show improvement in the last 
quarter, particularly November and December, 
and the new year should see a continuation 
and escalation in the rate of improved 
profitability. 


Tey 


Chairman and Chief Executive Officer 


Montreal, Quebec 
February 15, 1979 


The Sherwin-Williams Company of Canada Limited 


Balance Sheet 


Assets 


CURRENT ASSETS 


Inventories: 
Finished:menchandise oa. 20 once fe cone aye eer aie ae 
Work in process, raw materials and supplies ............ 


Prépaid @xpensesSiaes «oe. .eeetn ss Seb ot eee 


TOTAL CURRENT ASSET Sieg s25. te «teri e ine ae ea 


OTIHERVASSEIS —INoter2 ae re eee eee 


PROPERTY, PLANT AND EQUIPMENT 
Bul Gin Stans eters osteo ocas creae , oe eeee 


Machinery, equipment and leasehold 
IMPOVEMCNS = eres hme, geese eae omen aan ea reece 


Less provision for depreciation and amortization 


December 31 


1978 ALEWACA 
$ 112,700 $ 101,150 
6,871,042 5,770,314 
215,960 243,468 
—0— 59,888 
14,754,746 16,048,884 
2,639,937 2,910,100 
17,394,683 18,958,984 
1,122,224 1,203,730 
25,716,609 26,337,534 
587,440 84,665 
457,534 457,534 
5,957,387 5,457,093 
11,772,272 11,519,229 
175787, 193 17,433,856 
12,362,043 11,748,481 
5,425,150 5,685,375 
$31,729,199 $32,107,574 


Liabilities and Shareholders’ Equity 


CURRENT LIABILITIES 


BAmimnOeCDICONGS Sion. sein: Aad ameter hence ae ee 
MOM eK DOMOWING vee... ax greed ce eees see suns east es 
MiaehACCOUINS PAaVADIOAe cai. doles Se SRSA EOE ean 
UE) OETA ea i ee Ro NR 
Compensation and amounts withheld..................... 
MILES and OUNCInaCChUAlS = eo ac teiies wise ees Soe gee Niece oie 
faxes, otnen than Income taxes. c..hia cwesaw eee cele sade ees 


TOME CORRE N PE LABILITIES sec 5 orate de eee ae be wee 


NOME SteAVABLE\— Note’s cscs d:cas cama teenmaalde tees dds 


UNFUNDED PENSION COSTS 


REDUCED TO NET OF TAX BASIS — Note4.............. 


SHAREHOLDERS’ EQUITY 
Capital Stock: 
Preferred, 7% cumulative, par value $100 
per share — authorized 40,000 shares, 


Gulsrandinguii-s00. SWAlCS x. tae ise Oe te caeas Shee, Sauer 


Common, no par value — authorized 225,000 shares, 


Outstandingiz247 20) SiialeS wa .cae woe mated eee ona: 


PCtAIMeGRCAlINNO Since oeerceae et aus dar,s's Say ons Mere een 
aD ilar SUNT plUSsa mitt sci or See ee cso ck an REN, CNS ates 
Om DULEG GUL OIUS a ecicie ya et teeth ees oes aces A 


CONTINGENT LIABILITY — Note 8 


See notes to financial statements 


APPROVED ON BEHALF OF THE BOARD: 
W. Edgar Bronstetter, Director 


C. Alex Duff, Director 


December 31 


1977 
$ 7,032,885 $ 4,357,920 
5,000,000 3,000,000 
3,023,305 4,004,836 
718,143 107,909 
716,233 502,395 
221,874 214,132 
97,204 95,730 
16,809,644 12:282;922 
5,334,914 5,000,000 
427,579 505,935 
1,730,000 1,730,000 
224,720 224,720 
1,954,720 1,954,720 
5,472,342 10,633,997 
1,534,850 1,534,850 
1953150 195,150 
9,157,062 14,318,717 
$31,729,199 $32,107,574 


The Sherwin-Williams Company of Canada Limited 


Statement of Operations 


Year Ended December 31 


1978 1977 
NE t-SAlSS. sie Siac ara o a eee itis wi amacrine Rec ose a $63,077,424 $60,444,428 
Costs and expenses (including depreciation of 
$793,431 in 1978 and $764,952 in 1977): 
Cost of productSsoldiv a. 5.« ee ieee ree eee 43,152,497 39,315,592 
Selling, general and administrative expenses 23,399,182 22,565,007 
Interest (including interest on long-term 
debt $502,414 in 1978 and $472,630 in 1977) ............. 1,477,276 1,020,113 
68,028,955 62,900,712 
LOSS BEFORE INCOME TAXES AND 

EXTPRAORDINARYGIMEMS... tines hueh cok co ee ae pace 4,951,531 2,456,284 
Income taxes: 

GUT OD toe Uicechieadieg ano hae ead ER apes Go iach lee cer TIT eee —0— 333,000 

Deferred (CheGit) 365. skeen mee ane an ri ue hone 89,024 (580,000) 

89,024 (247,000) 
LOSS, BEFORE EXTRAORDINARY ITEMS, 22.5555: 500+ e0mee 5,040,555 2,209,284 
at : 
Extraordinary items: 

Gain on disposals of a building and land.................. —0— 440,113 
NED ROSS so2'5 2 cc ntee Ny ice sas hele va ube coy eters ae eee $5,040,555 $ 1,769,171 
Loss per common share: 

Loss before extracrdinaly Iems,...0.o...-0 +. ssacneuan eee $ 10.37 

Extraordinary MOMSNGal) patter acetates guy etn ean a (1.96) 
NET LOSS -PER'COMMON SHARE. o 3.) ses... oes $ 8.41 


See notes to financial statements 


statement of Retained Earnings 


Year Ended December 31 


1978 1977 
Batanicer al DEGimminG. OF VOOM .\. cs a seiiene as oc cms le she ss aes ies $10,633,997 $12,524,268 
NIG OOS eS ee ie Rn Ogee gr ey ener iner ee erie ae ea (5,040,555) (1,769,171) 


5,593,442 10,755,097 


Deduct: 
Dividends on preferred shares 121,100 121,100 
BAEANGCE A END OFT EAR. ctr oh aa kasd co as gaat acko um ar $ 5,472,342 $10,633,997 


See notes to financial statements 


The Sherwin-Williams Company of Canada Limited 
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otatement of Changes in 
Financial Position 


Year Ended December 31 


1978 1977 
FUNDS USED 
By operations: 
Loss before extraordinary itemS...................00005 $ 5,040,555 $ 2,209,284 
Items not requiring outlay of working capital: 
Provision for depreciation and 
amortization (deduction)mes.77..2 re eaces oo ee aeae ne (793,431) (764,952) 
Deferred'income tax(debit).x.2e- 4-es. <0 et oe eee ( 89,024) 580,000 
TOTAL USED BY OPERATIONS BEFORE 
EXTRAORDINARY-ITEMS ic stecei se ee cee ee eee 4,158,100 2,024,332 
Extraordinary tems <n wee rene Scene. Soa na eae —0— (440,113) 
TOTAL USED: BY, OPERATIONS ing toe oo watch andi aor 4,158,100 1,584,219 
Other: 
Proceeds from disposal of property and equipment ( 8,976) (523,973) 
(Loss) gain on disposal of property and equipment....... ( 7,153) 440,113 
Additions to property, plant and equipment.............. 549,335 45193 ;27.3 
Divid@NGS aid Sons oui ee ere ce ak ens ee ed eee 121,100 121,100 
Increase"in note payable: "oc. ..sete noe ae cece ee (334,914) —0— 
Reduction of past service pension liability............... 167,380 316,569 
Net increase (decrease) in other assets ................. 502;779 (174,422) 
DECREASE: IN WORKING CAPITAL oe. seen: oe eae cuca 


CHANGES IN COMPONENTS OF WORKING CAPITAL 
Increase (decrease) in current assets: 


$ 5,147,647 


$2,956,879 


Trade accounts receivable... 5 i866. adda ctieden sw acsanen $ 1,100,728 $ (1,254,768) 
Recoverable income taxes:> ft... avn so cobs eee ( 59,888) ( 904,113) 
INVENTONGS isa: 1. Foe ce oie en oh eee ie ee (1,564,301) 596,462 
Realizable income taxes oe. assen ne et cies bie eee —0— ( 333,000) 
( 523,461) (1,895,419) 

Increase (decrease) in current liabilities: 
Bank indebtedness — net of cash...................00. 2,663,415 1,316:437 
Short-term DOmOWwINgGS +s <. ee echt ce eee 2,000,000 —0— 
Trade accounts: payable «ee eee ere ee ( 371,297) ( 426,460) 
Others — net of immaterial current assets.............. 332,068 171,483 
4,624,186 1,061,460 
DEGREASE IN: WORKING CARITAL. 2 50ers ene $ 5,147,647 $ 2,956,879 


See notes to financial statements 


Notes to Financial Statements 
December 31, 1978 


NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Inventories: Inventories are stated at lower of cost (average or first-in, first-out method) and net 
realizable value for finished merchandise and replacement cost for other inventories. 


Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost. 
Provisions for depreciation are based on rates calculated to amortize the cost of depreciable 
assets over their estimated useful lives. 


Provision for depreciation on certain buildings is based on the straight-line method using an 
annual rate of 2%2% and on the declining-balance method on other buildings using an annual 
rate of 5%. 


Provision for depreciation on machinery and equipment is computed principally on the 
declining-balance method using annual rates of 10%, 20%, or 30%, and on other machinery 
and equipment on the straight-line method using the rate of 10%. 


Leasehold improvements are amortized on the straight-line method over the life of the lease or 
five years, whichever is less. 


Deferred Taxes: The Company recognizes deferred income taxes resulting from timing differen- 
ces between financial and tax accounting, relating principally to depreciation and pension 
costs. 


Pension Costs: The Company accounts for current pension costs on an accrual basis and for 
past service costs not previously provided for, on a cash basis in accordance with funding 
recommended by the Company’s consulting actuary and as governed by the Supplemental 
Pension Plan Act of the Province of Quebec. 


Research and Development: Research and development costs are charged to operations as 
incurred. 
NOTE 2 — DEFERRED LOSS ON EXCHANGE 


Other assets include a deferred loss on exchange of $266,213 which will be amortized over the 
remaining life of the note payable to parent company. In 1978 the amortization of the deferred 
loss on exchange charged to operations was $24,201. 


NOTE 3 — NOTES PAYABLE 


1978 1977 
Note payable to parent company ($4,500,000 U.S.) 
due February 1988, with interest at % of 1% above 
prime as determined by the National City Bank 
GSIGV CLAN recta site eea clas gine AUR vax cB less Une ens SNNn CIE $5,334,914 $ —0O— 
Note payable to bank, due February 1980, 
with interest at 1% above prime rate..................005. —0— 5,000,000 


$5,334,914 $5,000,000 


NOTE 4 — PENSION OBLIGATION 


During 1978 an actuarial valuation of the Company’s pension plans as at December 31, 1977 
was finalized. The actuarial estimate of the Company’s liability in respect of past service bene- 
fits not provided for is approximately $2,106,000 as at December 31, 1978 ($2,494,000 as at 
December 31, 1977). The Company will charge this liability to operations over the lesser of the 
estimated working lives of the employees concerned or fifteen years. 


Notes to Financial Statements (conta) 


NOTE 5 — LOSS CARRY FORWARD 


The loss carry forward for income tax purposes as of December 31, 1978 amounts to approxi- 
mately $8,200,000 and expires in the undernoted fiscal years: 


WS Ah aoe Se ere $ 695,000 
1OB2. kee ere 2,391,000 
WOBSr a cence 5,114,000 

$8,200,000 


NOTE 6 — SEGMENTATION OF REVENUES 


The Company considers its classes of business, each of which contributes 10% or more of the 
total gross revenue of the Company, to be (i) manufacture and sale of paints and varnishes 
which constituted 72% (December 1977 — 74%) and (ii) retail sale of decorative materials 
and supplies which constituted 28% (December 1977 — 25%) of total revenues. 


NOTE 7 — LEASES 
The future minimum rental commitments as of December 31, 1978, for all leases are as follows: 


Total Building Space Equipment 
TOPO Bis ae eee. See eee ae $ 2,038,000 $ 1,737,000 $301,000 
1980 2 ase Se ARG ee A ae 1,617,000 1,443,000 174,000 
TOGA DS Becet Ss Sepia rmen-aacs vole: 1,218,000 1,198,000 20,000 
1982p csigntes hee on eee 868,000 853,000 15,000 
TOGO A ncn ah bec Nema ene ee 877,000 866,000 11,000 
1984-1988 ites clea elcreian Paes 2,720,000 2,720,000 —0— 
19B91993: ian sae ee, 1,184,000 1,184,000 —0— 
ISO AOS ee cee eee 307,000 307,000 —0— 
VOSS ION Saarinen ee 846,000 846,000 —0— 
TOTALS oes ore ee ean See $11,675,000 $11,154,000 $521,000 


NOTE 8 — CONTINGENT LIABILITY 

The Company is the defendant in a legal action instituted in the Alberta Supreme Court by 
McCready Products Ltd. for alleged product defect. The amount claimed is $1,659,392 and the 
Company’s legal counsel is unable, at the present time, to give any opinion with respect to the 
merits of this action. Settlement, if any, that may be made with respect to this action, is 
expected to be accounted for as a charge against income for the period in which settlement is 
made. 


NOTE 9 — ANTI-INFLATION ACT 


The Company is subject to the Anti-Inflation Act and Regulations and consequently its ability 
to increase prices, profit margins, compensation and dividends subsequent to October 14, 1975 
is restricted. 


NOTE 10 — RECLASSIFICATIONS 
Certain 1977 figures have been reclassified so as to compare with 1978 presentation. 


Notes to Financial Statements (cont'd) 


NOTE 11 — STATUTORY INFORMATION 


Year Ended Year Ended 
December 31, December 31, 
1978 1977 
Number Amount Number Amount 
Remuneration of 
Directors and Officers 

DineCtOnse tact akc: 8 $ 9,856 10 $ 8,624 
OPiCerS en oc Sere 6 232,133 6 299,675 
Officers who are 

also Directors......... €) 5 


Accountant’s Report 


To the Shareholders 
The Sherwin-Williams Company of Canada Limited 


We have examined the balance sheet of The Sherwin-Williams Company of Canada Limited 
as at December 31, 1978, and the statements of operations, retained earnings and of changes 
in financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests and other pro- 
cedures as we considered necessary in the circumstances. 


In our opinion, subject to the outcome of the matter referred to in Note 8, these financial 
statements present fairly the financial position of the Company as at December 31, 1978 and 


the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with 


that of the preceding year. 
} 
Ve’ € LW 
/ 


January 25, 1979 Chartered Accountants 


i: et Se ie es a ee, 


